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PREFACE

The Southern California Association of Governments (SCAG) is
the largest regional planning organization in the nation. Since its
formation four decades ago in 1965, SCAG has been working
with local governments, public agencies and many other partners
to develop a shared regional vision and to collaboratively resolve
regional challenges.

Since 1998, SCAG has prepared the annual State of the Region
Report. The SCAG region, also referred to as Southern California
in this report, includes six counties (Imperial, Los Angeles, Orange,
Riverside, San Bernardino and Ventura) and 187 cities. The region
has continued to grow and change and has faced many
challenges. It has also increasingly been recognized for its national
and global significance. For example, the SCAG region would rank
4th among the 50 states in the nation in total population and
serves as the nation’s leading gateway to Pacific Rim countries. It
would also rank 10th among all national economies in the world.

The State of the Region 2004 tracks Southern California’s progress
in achieving the goals in SCAG’s Regional Comprehensive Plan

and Guide. It compares the performance of our region with that
of other large U.S. metropolitan areas. The report is intended to
assist policy makers, business and community leaders in
understanding and assessing our region’s position and progress.

The State of the Region 2004 also includes two guest essays from
leading experts in the field, one on strategies to address regional
growth and the other on air quality challenges. Though the report
is organized by issue areas, such as economy, housing,
transportation and the environment, it should be stressed that
these regional issues are closely interrelated.

Preparation for the 2004 Report was guided by SCAG's
Benchmarks Task Force, consisting of local elected officials and
regional issue experts in Southern California. While this 2004
Report was prepared as a stand-alone document, readers will find
it beneficial to also refer to previous State of the Region reports
for more detailed background information. These reports have
been posted on the SCAG website at www.scag.ca.gov/publications.
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INTRODUCTION

“The Six Degrees of
Regional Planning..."”

by Rick Bishop

In 1994, a group of college students, obviously with too much
time on their hands, came up with a game they called “The Six
Degrees of Kevin Bacon”. The game is based on the conceit of
the John Guare play and movie adaptation “Six Degrees of
Separation”. The game postulates that we are all connected
by six or fewer stages of circumstance or acquaintance.

In substituting the word “Separation” with “Kevin Bacon,” the
“Six Degrees of Kevin Bacon” founders hypothesized that
Bacon might be the center of the universe, at least when
connecting actors. The students discovered that if you use
Bacon as an end point, you can link him in six degrees (steps)
or less to almost any other performer. For instance, Kevin
Bacon links to Kevin Costner in one swift link: Both were in the
movie “JFK.” Julia Louis-Dreyfus of TV's Seinfeld, however,
takes all six steps to make a chain. She was in Christmas
Vacation with Randy Quaid, who was in Major League Il with
Tom Berenger, who was in Shattered with Greta Scacchi, who
was in Presumed Innocent with Harrison Ford, who was in
Raiders of the Lost Ark with Karen Allen, who was in Animal
House with — guess who — Kevin Bacon.

In a strange but related way, so it is with SCAG’s annual “State
of the Region” report, which has been published each year
since 1998.
regarding a variety of topics ranging from economy to

Crammed with a plethora of information

employment to housing to crime to education to air quality,
there is at least something in each and every report to catch
the eye of folks interested in these issues. But reviewing the
report is often a cursory exercise, with focused attention to any
individual section paid only by those whose job is related to
that specific component. Rarely is much time given to reading
about performance in those sectors that just “don’t affect me”
or "have no real bearing on my profession or industry.”

But using “six degrees” logic, it’s not hard to illustrate that
individual regional issues such as the ones presented in the
State of the Region report are inextricably linked to one
another, and that (insert your particular topic of interest in the
State of the Region report here) is, in fact, the center of the
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regional issues universe. And although the issues and
accompanying discussion presented in the State of the Region
report are segregated and compartmentalized, there should be
no intention on behalf of the reader to view the report in the
same manner. Instead, we should all seek to identify the inter-
relationships between and among report categories, and look
for what might appear to be unrelated discussions in the report
to explain trends reported elsewhere. Sometimes you won't
need many “degrees of separation” to find these linkages.
Other times you'll need all six degrees, which lends credence
to the notion of the inter-relatedness among the topics
In the end,
virtually any topic discussed in the report can really become

presented in this year’s State of the Region.

the “most important in the universe” around which all other
data are linked. Let's try it.

The region’s real personal income per capita has continued a
decline that started decades ago. Among the top 17
metropolitan areas in the United States, the SCAG region now
ranks dead last in this category, trailing areas like Detroit,
Cleveland, Houston, Sacramento, Miami, and Cincinnati.
Disturbingly, in 1970 the SCAG region ranked 4th among the
17 regions in real personal income per capita, and was 7th as
recently as 1990. Supporting data from the report iterates
that nearly one in every six persons in the SCAG region lives in

poverty, the highest poverty rate in the nation.
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It's no surprise that this data leads to a second degree of
separation — housing affordability. The State of the Region
report discusses how Southern California is fast-becoming one
of the least affordable housing markets in the state and
nation. In the six-county region only about 1/3 of the region’s
households can now afford to purchase a median-priced
home, which now stands at well above $500,000 in Orange
County and more than $350,000 in Riverside County. With the
region set to add approximately 6 million more residents by
year 2025 in addition to the 17 million of us already here, it's
a good thing that approximately 400,000 new homes were
constructed during the 1990's, right?
considering that in actuality 633,000 new homes were needed

Well, maybe not,

to accommodate the 1.9 million additional residents who
settled here during that 10-year period. So the inability to
provide enough new homes is a third degree of separation, a
prominent contributor to the region’s skyrocketing price of
housing and related decline in housing affordability. In
essence, the region’s demand for housing is rapidly
outstripping the supply, and home prices are increasing so
rapidly that the affordability index continues to plummet.
Coupled with the first degree of separation fact regarding the
region’s slide in real personal per capita income, a troubling
picture of potential future home ownership — a key indicator of
economic health in any region — supported by second and third
degrees of separation emerges.



A fourth degree of separation might be found in noting that,
to no one’s real surprise, transit boardings have increased
slightly in recent years in the SCAG region. On the surface,
it appears to make sense that if the region’s per capita income
declines and rate of poverty grows, the discretion of persons
to select a travel mode of choice might be limited. As a result
transit becomes a favored — and often the only viable — means
of travel for those who cannot afford to or desire not
to prioritize the purchase, operation, and maintenance of
an automobile. Thus, it makes sense that transit boardings in
the region are on the increase.

But if more of us are riding transit, why has the region’s air
quality generally worsened during the last few years?
Automobile emissions are the source of approximately 70% of
the air pollution in Southern California; certainly, with the
region’s dramatic population increase come additional cars and
trucks on the road. But a potential fifth degree of separation
is revealed in the fact that older model vehicles — which
comprise only about 10% of the region’s cars and trucks but
do not have modern emissions-regulating technologies and
are exempt from smog-check programs - account for

approximately 90% of the vehicle emissions spewed into
Could it be that other cost
considerations, such as those discussed above, are contributing

the region’'s atmosphere.

to the regional population’s inability and/or unwillingness to
more quickly replace the aging, heavier polluting fleet of
automobiles, and thus plays a major factor in region’s recent air

quality decline?
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All this can lead to the center of this particular discussion’s
universe, and a sixth degree of separation as presented in the
State of the Region report. Among the nine largest
metropolitan regions in the United States, the SCAG region
ranks last in the percentage of adults who have attained at
least a high school diploma. Math and reading test scores
among 8th graders have declined in most SCAG-area counties
during the last year, and high school dropout rates increased
in four of the six counties. Of those finishing high school,
fewer are completing courses required for entrance to the
University of California and California State University
educational systems. Which leads to an interesting question:
Will our future workforce have what it takes to help turn some
of these trends around?
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In reviewing the 2004 State of the Region report, take some
extra time this year to look for clues provided in all of the
report’s categories that might help explain or influence those
areas in the report that hold your particular interest. Chances
are that your issue — the center of your universe — has many
degrees of separation with other components discussed in this
important regional document.

Rick Bishop, Executive Director, Western Riverside Council of

Governments (WRCOG)



EXECUTIVE SUMMARY

As documented in the State of the Region Reports in the past
two years, the SCAG region lost significant ground during the
1990s, particularly in the areas of employment, income,
educational attainment and housing affordability. During the
same period, Southern California made significant progress in
improving air quality and reducing violent crimes. This is
based on the comparison of the SCAG region’s performance
with that of the other large metropolitan regions in the nation.
However, during 2001 and 2002, Southern California generally
performed a little better (or less worse) than the other large
metropolitan regions in the area of employment and income.

The national recession in 2001 and the subsequent jobless
recovery hit most other large metropolitan regions much
harder than the SCAG region. Between 2000 and 2002,
among the nine largest metropolitan regions in the nation, the
SCAG and the Washington, D.C. regions were the only two
that managed to increase their total payroll jobs. The San
Francisco Bay Area and the New York region each lost a
quarter million jobs during the two-year period. Though per
capita income in Southern California declined for two
consecutive years, losses were less severe than in most other
large metropolitan regions.

Between 2000 and 2003, the region’s population grew
significantly faster than the rest of the state and the nation,
adding almost 1 million residents. However, the inability to
generate and attract more higher-paying jobs than those lost

(particularly in the durable manufacturing and information
sectors) has led to stagnant incomes for households in the
region. With continuing population growth, housing shortage,
and a significant state budget shortfall during 2003, the
region continued to struggle in areas such as housing
affordability and mobility.

How the SCAG region performed in 2003 is the main focus of
this State of the Region Report. Highlights of the Report are
summarized as follows:

* In 2003, the SCAG region continued to grow significantly
faster than the rest of the state and the nation, accounting
for more than 10 percent of the total population growth in the
nation. It also continued its demographic transformation.

* The region achieved a slight increase in total payroll jobs in
2003 while the rest of the nation and almost all other large
metropolitan regions continued to suffer job decline. Since
2000, the region has outperformed the rest of the nation
and other large metropolitan regions in job growth but with
no improvement in household income.

* Housing construction activities were most active in 2003
since 1990, but housing and rental cost burdens continued
to increase with sharp increases in home prices and rents.
Housing availability and affordability remain serious
challenges to the long-term economic growth of the region.
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* The region continued to experience the highest level of
congestion among the large metropolitan regions in the
nation. There was a continuing decline of carpool share of
home to work trips. In 2003, the region experienced a
significant increase in highway accident fatalities.

* Air quality worsened, particularly for ozone pollution partly
due to weather conditions.

* There were continuing improvements in reducing the rates
of violent crimes and juvenile felony arrests. However, there
was little improvement in student performance.

1. In 2003, the SCAG region continued to grow significantly
faster than the rest of the state and the nation, accounting
for more than 10 percent of the total population growth in
the nation. It also continued its demographic transformation.

In the year 2003, the SCAG region continued its significant
growth with an increase of almost 300,000 people, reaching
over 17.7 million. Total growth in the region accounted for 56
percent of the growth in the state and 10 percent of the growth
in the nation. Both the numerical increase and the growth rates
decreased in the region for the past three years, similar to the
trend for the rest of the state. However, since 1998, the region
has continued to grow at faster rates than the rest of the state
and the nation. In 2003, the top four California counties in total
population increase were all in the SCAG region, including Los
Angeles, Riverside, San Bernardino and Orange counties.
In addition, Riverside County achieved the fastest growth rate
in the state, 3.4 percent, while Imperial and San Bernardino
counties had the 5th and 6th highest rates respectively.
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As to the sources of population growth, 48 percent was due to
natural increase, an estimated 41 percent from foreign-
immigration, and 11 percent from domestic immigration.

Overall, natural increase contributed much more significantly
to the growth in the three coastal counties (Los Angeles,
Orange and Ventura) than the three inland counties (Riverside,
San Bernardino and Imperial) where net migration played a
more important role. While net migration to the coastal
counties (particularly Los Angeles) consisted primarily of
recent foreign immigrants, net migration to the Inland Empire
was primarily domestic migrants. Many domestic migrants to
the Inland Empire migrated within the region (i.e. intra-
regional migration), particularly from Los Angeles County.

The demographic transformation process in the region continued
through 2003 particularly with respect to ethnic composition.
Population increases in 2003 continued to be almost
exclusively among Hispanics and Asians. During 2002 and 2003,
the non-Hispanic White population share fell below half of the
total for the first time in Orange and Riverside counties, joining
Imperial, Los Angeles and San Bernardino counties.




Finally, the median age of the population in the region
continued to rise, though at a slower pace than the rest of the
nation.

2. The region achieved a slight increase in total payroll jobs
in 2003 while the rest of the nation and almost all other
large metropolitan regions continued to suffer job decline.
Since 2000, the region has outperformed the rest of the
nation and other large metropolitan regions in job growth
but with no improvement in household income.

In 2003, the regional employment picture showed slight
improvement over the previous year. After losing 21,000 jobs
(or 0.3 percent) in 2002, total wage and salary jobs in the
region increased by 14,000 (or 0.2 percent) during 2003.
While the region experienced a slight increase, the rest of the
state and the nation and most other large metropolitan
regions continued to suffer job decline since 2001. Between
2000 and 2003, the SCAG region performed better each year
in job growth rates relative to the rest of the state, the nation
and other large metropolitan regions.

Only four sectors suffered job losses in 2003 including
manufacturing, information, transportation, and government.
The total loss of about 71,000 jobs in these four sectors was
offset by the gain of 85,000 jobs in eight other sectors,
particularly in financial, hospitality, construction and health
care. Due to a significant state budget shortfall, the
government sector’s performance reversed from the leading
job generator of more than 25,000 in 2002 to a loss of almost
10,000 in 2003.

In 2003, the unemployment rate in the region at 6.2 percent
was slightly higher than the national average of 6 percent but
lower than the state average of 6.7 percent. Since 1992, the
unemployment rate gap between the region and the nation
has continuously narrowed. In 2003, the 0.2 percent
unemployment rate gap between the region and the nation
was the smallest since 1990.

In 2002, the average payroll per job in the region decreased by
0.7 percent from the previous year after adjusting for inflation,
following a decline of 0.3 percent in 2001. Based on 2003
preliminary payroll data, sectors with significant job losses in
the region, such as manufacturing and information, had
higher than average payrolls per job. Hence, average payroll
per job in the region was likely to continue to decline in 2003.
Since 1992, the average payroll per job in the SCAG region
has been declining relative to the average of the 17 largest
metropolitan regions. In 2002, the SCAG region’s average
payroll per job was 91 percent of the average of the 17 largest
metropolitan regions, almost the same as the level in 2001.

In 2002 (the most current data available), the region’s real
personal income per capita (with inflation adjustment)
declined by 1.3 percent from 2001. The decline of the real per
capita income in the region in 2002 was significantly higher
than the 0.2 percent loss in the nation. Nevertheless, the
region performed a little better than the average of the nine
major metropolitan regions in the nation (-1.8%) and the state
average (-2.1%), both of which were impacted by the
performance of the San Francisco Bay Area with a 4.4 percent
loss in real per capita income. With an improved job market,
the region’s real personal income per capita in 2003 should
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stay at least at its 2002 level following that of the nation and
the state.! In 2002, per capita personal income in the SCAG
region was 85 percent of the average of the 17 largest
metropolitan regions, a slight improvement from the previous
year. Recent Census surveys indicated that the region
experienced no growth in median household income between
2000 and 2003. During the last two decades, the region
generally had a slightly higher income inequality than the
nation when comparing the household income ratios.

Almost 15 percent of residents in the region lived in poverty in
2003, continuing to be significantly higher than the state and
the nation. This was about a 1 percent increase since two
years ago. In addition, more than 20 percent of children under
18 lived in poverty in 2003, a 1.7 percent increase since 2001.
The region continued to have the highest poverty rate among
the nine largest metropolitan regions in the nation.

3. Housing construction activities were most active in 2003
since 1990, but housing and rental cost burdens continued
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to increase with sharp increases in home prices and rents.
Housing availability and affordability remain serious
challenges to the long-term economic growth of the region.

In 2003, the region experienced the largest number of
residential building permits issued (78,300 units) as well as the
largest increase (10,000 units or 15 percent) in a one year
period since 1989. Total valuation of the permits in 2003
reached over $15.5 billion, the largest annual increase of $2.3
billion (or 17 percent) since 1987. Despite the continuous
increase of permit activities in the past three years, housing
construction continued to lag behind population growth. For
example, between 2000 and 2003, population in the region
increased by almost 1 million. However, during the same
period, just over 200,000 building permits were issued. Within
the region, there continued to be significant differences
between the coastal and inland counties with respect to the
share of multi-family housing permits.

While homeownership rates in 2003 increased at both
the national and state level, they remained unchanged in the
SCAG region. Nationally, the homeownership rate increased
slightly from 67.9 percent in 2002 to 68.3 percent in 2003. The
homeownership rate in California increased from 57.7 percent
to 58.9 percent during the same period. In the SCAG region,
however, homeownership rate in 2003 remained at about
55 percent.

Continuing sharp increases during 2003 in home prices and lack
of growth in household incomes offset gains from lower interest
rates, making housing less affordable. Since 2000, there has
been a lack of growth in median household income in the
region. However, average home prices in the region continued
to reach new highs in 2003 in almost every county.



Between 2001 and 2003, average home prices increased by 25
to 30 percent across the region. In 2003, close to 43 percent of
owner households (with a mortgage) in the region had monthly
housing costs at or greater than 30 percent of their household
incomes, an increase from 39 percent in 2000. With no growth
in household income and continuing rent increase, rental cost
burden has continued to rise. Among the approximately 8
million renters in the region in 2003, more than 4.2 million
renters (or 53 percent) spent 30 percent or more of their income
on rent. Among the nine largest metropolitan regions in the
nation, the SCAG region continued to have the highest
percentage of owner and rental households with monthly housing
costs at or greater than 30 percent of household income.

4. The region continued to experience the highest level of
congestion among the large metropolitan regions in the
nation. There was a continuing decline of carpool share of
home to work trips. In 2003, the region experienced a
significant increase in highway accident fatalities.

Travelers in Los Angeles/Orange counties during the peak
period in 2002 experienced a total of 93 hours of delay per
person, again the highest among the major metropolitan areas
in the nation. Travelers in Riverside/San Bernardino counties
experienced a total of 57 hours of delay, the 5th highest
among the major metropolitan areas. Though Los Angeles
and Orange counties had the highest congestion level, their
level of congestion experienced little increase between 1992
and 2002, while other metropolitan areas experienced much
larger increases in their congestion levels.

During the fiscal year ending June 30, 2003, total transit
boardings in the region reached almost 660 million based on
preliminary estimates. This represented a decline of 2 percent
from the previous year. The decline did not include the effect
of the Los Angeles County Metropolitan Transportation
Authority (MTA) bus labor union strike, resulting in 35 days
without transit service in late 2003. Transit trips per capita in
the region declined slightly from 38 in 2002 to 37 in 2003,
marginally higher than the 1990 level of 36 trips per capita.

Between 2000 and 2003, the average travel time to work
remained almost unchanged in the region, state, and the
nation. In 2003, the average travel time to work in the region
at about 28 minutes continued to be higher than the state (27
minutes) and national (24 minutes) averages. From 2000 to
2003, there was a decrease in the carpooling share (-1.5
percent) and an increase in the share of drive-alone
commuting (2 percent) in the region. This was similar to the
trend at the national level though the magnitude of changes
was a little larger in the region. Between 2000 and 2003, the
region’s share of public transit usage among work trips
remained unchanged at 5 percent.

Between 2002 and 2003, highway fatalities increased
significantly (8 percent) in the region while the rest of the
nation experienced a slight decline of 1 percent. The total
number of fatalities reached 1,815, the highest since 1995.
The region’s highway accident fatality rate in 2003 was 1.2
persons per 100 million vehicle miles traveled, significantly
higher than the national average (0.94 persons per 100 million
vehicle miles traveled) for urban areas.
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The highway fatality rate in the region in 2003 was also the
highest since 1997.

5. Air quality worsened particularly for ozone pollution partly
due to weather conditions.

In 2003, partly due to much hotter weather, ozone pollution
worsened significantly in the South Coast Air Basin, with no
major changes in the other three air basins in the region. In
the most populous South Coast Air Basin, the number of days
exceeding the federal one-hour ozone standard increased from
49 to 68 days from 2002 to 2003, more than any other air
basin in the nation. This followed an increase from 36 to 49
days during the previous period. The number of days for
health advisories in the South Coast Air Basin increased from
18 to 36 days from 2002 to 2003. It should be noted that, in
the first 11 months in 2004, ozone pollution in the South Coast
Air Basin improved significantly, exceeding the federal
standard only 28 days.

As to PM]O pollution, both the South Coast and Salton Sea air
basins continued to exceed the federal annual average
standards in 2003. In addition, in 2003, the number of days
exceeding the federal 24-hour standard (150ug/m3) for PM]0
increased in all three non-attainment basins including the
South Coast, Salton Sea and Mojave Desert. In 2003, the
annual average of PMzs concentration was 24.9 ug/m3 in the

12/ THE STATE OF THE REGION

South Coast Air Basin that decreased from the previous year
(27.5 ug/m3), but continued to far exceed the federal
standards of 15 ug/m3. Specifically, 12 of the 17 monitoring
stations in the basin showed exceedance, ranging from coastal
cities to inland valleys.

Finally, the South Coast Air Basin continued to have no
violation for carbon monoxide in 2003.

6. There were continuing improvements in reducing the rates
of violent crimes and juvenile felony arrests. However,
there was little improvement in student performance.

Between 2002 and 2003, the violent crime rate in the region
declined by almost 6 percent, larger than the 3 percent
reduction between 2001 and 2002. However, the region
continued to have a higher violent crime rate than the state as
a whole. Within the region, reduction of the violent crime rate
in 2003 was most significant in Riverside County (-8.6 percent)
and Los Angeles County (-6.3 percent). When compared with
other metropolitan areas, while Ventura and Orange counties
experienced the lowest violent crime rates, Los Angeles County
still had one of the highest.

From 2002 to 2003, there was a reduction of about 3 percent
in the juvenile arrest rate in the region, compared to the 4
percent decrease at the state level.



Improvement was most significant in Ventura County with 14
percent reduction between 2002 and 2003 after an 11 percent
decrease in the previous period. Both Riverside and San
Bernardino counties had much higher juvenile felony arrest
rates than Los Angeles in 2003, reversing the status of much
lower rates than that of Los Angeles County only about a
decade earlier. The number of hate crime events and victims
in the region decreased by about 12 percent between 2002
and 2003, following a 30 percent reduction during the
previous period.

In 2003, 8th graders (graduating class of middle schools) in
the region continued to perform below the national median in
reading and math test scores except in Orange and Ventura
counties. Between 2002 and 2003, there were noticeable
declines in reading scores throughout the region relative to the
nation and no major changes in math scores.

Between 2002 and 2003, dropout rates for high schools
increased significantly in Los Angeles and San Bernardino
counties. African American and Hispanic high school
students in the region, when compared with their White and
Asian peers, had significantly higher dropout rates. As to
the percentage of high schools graduates completing
courses required for University of California (UC) or California
State University (CSU) entrance, while Imperial County made
noticeable progress, both Ventura and San Bernardino
counties experienced lower performance in 2003. In 2003,
there were slight improvements in educational attainment
in the region following a similar trend at the national level.
Among the nine largest metropolitan regions, the SCAG
region remained in last place in the percentage of adults (76
percent) with at least a high school diploma, and second to
last for at least a Bachelor’s degree (27 percent).
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The region continued

to grow significantly faster
than the rest of the nation
along with demographic
transformation.
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Population

Growth Characteristics Since 1990, annual population growth in the region has varied

significantly (Figure 2). Between 1991 and 1994, population
growth dropped consecutively from about 270,000 to only 80,000
mainly due to the sharp increase of net domestic outmigration
caused by the severe recession.! Between 1994 and 2000, net
domestic outmigration decreased continuously and in 2000
the region began to experience a small net domestic in-
migration. Accordingly, population growth began to accelerate,
increasing from about 80,000 in 1994 to 350,000 in 2000.
Since 2000, population growth in the region has been slowing,
decreasing from about 350,000 in 2000 to 300,000 in 2003.
Nevertheless, the average annual growth of 325,000 between
2000 and 2003 was the highest in the region since 1950.

In the year 2003, the SCAG region continued its significant
growth with an increase of almost 300,000 people, more than
10 percent of the total growth in the nation (Figurel). By the
end of 2003, total population in the region reached over 17.7
million, representing 6 percent of the population in the nation
and close to half of the population in the state. Total
population in the region continued to exceed the population in
Florida, the fourth largest state in the nation. Notably, during
2003, population in Los Angeles County exceeded 10 million
and in Orange County exceeded 3 million, the two most
populous counties in the state.

Figure 1
Population Increase: 2002 and 2003 (000)

2002 Increase 2003 Increase

County 1/1/02 1/1/03 1/1/04 Number Percent Number Percent
Imperial 150.2 152.6 156.6 2.4 1.6% 4.0 2.6%
Los Angeles 9,817.4 9,966.2 10,103.0 148.8 1.5% 136.8 1.4%
Orange 2,930.5 2,975.4 3,017.3 449 1.5% 41.9 1.4%
Riverside 1,645.3 1,719.0 1,776.7 73.7 4.5% 57.7 3.4%
San Bernardino 1,788.5 1,842.1 1,886.5 53.6 3.0% 44.4 2.4%
Ventura 778.4 791.6 802.4 13.2 1.7% 10.8 1.4%
REGION 17,110.3 17,446.9 17,742.5 336.6 2.0% 295.6 1.7%
Rest of California 17,889.7 18,165.1 18,401.5 275.4 1.5% 236.4 1.3%
California 35,000.0 35,612.0 36,144.0 612.0 1.7% 532.0 1.5%
U.S. 286,610.8 289,470.8 292,287.4 2,860.1 1.0% 2,816.6 1.0%

Source: California Department of Finance and U.S. Census Bureau annual January Tst estimates.
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Figure 2
Population Growth vs. Net Domestic Migration
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Between 1990 and 2003, because of the significant
fluctuation of population growth in the region and relatively
stable growth in the nation, the region’s share of population
growth in the nation also fluctuated widely. Specifically, the
region’s share of population growth in the nation dropped from
about 8 percent in 1991 to only 2.5 percent in 1994 and
increased to its peak of 11.5 percent in 2001 (Figure 3).

The region has continued to grow at faster rates than the rest of
the state and the nation since 1998. For example, in 2003, the
population growth rate at 1.7 percent in the region continued to
be significantly higher than that of the rest of the state (1.3
percent) as well as the nation (just below 1 percent). Among the
nine largest metropolitan regions, Southern California
experienced the third highest growth rate following Dallas and
Boston regions between 2000 and 2003 (see Figure 71 page 108).

Figure 3
SCAG Region's Share of Population Growth in U.S.

12%
10%

> /\

6%

4%
2%

0%
92 91 92 93 94 95 9 97 98 99 00 01 02 03

Source: California Department of Finance and U.S. Census Bureau

Between 1990 and 2003, the fertility rates (the average
number of children per women of childbearing age) within the
state have been declining across different racial/ethnic groups,
particularly for Hispanic women who have had the highest
fertility rate. For example, the total fertility rate for Hispanic
women fell sharply from 3.41 in 1990 to 2.6 in 2003. This was
due primarily to the even sharper decline of fertility rates
among foreign-born Hispanic women, dropping from 4.34 to
3.25 during the same period.? Between 1990 and 2003, the
overall fertility rates in the region declined from 2.6 to 2.2
resulting in a decrease of total births from about 330,000 to
270,000 during a 13 year period. The impact of the decrease
in total births between 1990 and 2003 on population growth
has been more than offset by the significant turnaround in
domestic migration.
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Population growth in the region in 2003 accounted for 56
percent of the total increase in the state. The top four California
counties in population increase were in the SCAG region,
including Los Angeles, Riverside, San Bernardino and Orange
counties (Figure 4). Two neighboring counties of the SCAG
region also made it into the top ten, including San Diego County
(5th) and Kern County (8th). Another neighboring county, Santa
Barbara, only increased 4,500 people during 2003. In contrast,
only two counties in northern California made it into the top ten,
Sacramento (6th) and Santa Clara (10th).

Figure 4
Top Ten California Counties in Population Increase in 2003

Los Angeles I 1550
Rverside M 5770
San Bernardino _ 44,400
Orange _ 41,900
San Diego _ 41,100
Sacramento _ 23,700
Fresno [ 17,000
kern [ 16,500
San Joaquin - 14,100

Santa Clara - 11,900

Source: California Department of Finance
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Within the region, every county grew at a faster rate than the
rest of the state in 2003. In particular, Riverside County
achieved the highest growth rate of 3.4 percent in the state
while Imperial and San Bernardino counties had the 5th and
6th highest rates respectively.

About 46 percent of total population increase in the region in
2003 was in Los Angeles County. Fourteen percent was in
Orange County, and 35 percent was in the Inland Empire.
Since 2000, the population growth share of Los Angeles
County at 46 percent was significantly higher than its share of
35 percent during the 1990s, while the population growth
share of Orange County at 14 percent was significantly lower
than its share of 23 percent during the 1990s. For the Inland
Empire, population growth share since 2000 was similar to
that of the 1990s.

As to the sources of population growth, close to half (48
percent) was due to natural increase and just over half (52
percent) was from net migration (Figure 5). Natural increase
represents the difference between births and deaths. Net
migration includes both net domestic migration and foreign
immigration. Based on the trends in the past few years, about
four-fifths of the net migration was from foreign immigration,
Hence
approximately 41 percent of the total growth in the region in
2003 was estimated to be from foreign immigration and 11
percent from domestic in-migration.

and one-fifth was from domestic in-migration.



Figure 5 20 percent of the population growth in Riverside County.
Population Growth by Types of Source, Conversely, while net migration accounted for 80 percent of
2002-2003 the population increases in Riverside County in 2003, it
accounted for only 32 percent of the population growth in
Orange County. While net migration to the coastal counties
(particularly Los Angeles) consisted primarily of recent foreign
immigrants, net migration to the Inland Empire was primarily
domestic migrants who moved within the region (i.e. intra-
regional migration), particularly from Los Angeles County.

Figure 6
Population Growth by Types of Source by County,
2002-2003
mmm  Net Migration Hm Natural Increase 100
Natural Increase = Births - Deaths 80
Source: California Department of Finance E‘ 60
Within the region, natural increase and net migration 2 40
contributed differently to the population growth among different -
counties (Figure 6). Overall, natural increase contributed much 20
more significantly to the growth in the three coastal counties (Los -
Angeles, Orange and Ventura) than the three inland counties 0 Imperial Los Angeles  Orange Riverside San Bernardino Ventura

(Riverside, San Bernardino and Imperial) where net migration
played a more important role. For example, in 2003, while
natural increases accounted for almost 68 percent of the
population growth in Orange County, it accounted for only

=== Natural Increase === Net Migration

Source: California Department of Finance based on July 1st estimates
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As to intra-regional migration among the six counties, the 2000
Census reported that between 1995 and 2000, Riverside County
attracted 93,140 more people and San Bernardino attracted
close to 60,000 more people due to intra-regional migration.
Searching for more affordable single-family housing was an
important reason for the net intra-regional in-migration into the
Inland Empire. During the same period, Los Angeles County lost
about 205,000 people to the other five counties in the region
through net intra-regional outmigration. Within the region, Los
Angeles County was the only county that experienced a net
intra-regional outmigration between 1995 and 2000.3

DEMOGRAPHIC TRANSFORMATION

The demographic transformation of the region continued
through 2003, particularly with respect to ethnic composition.
Population growth continued to be almost exclusively among
Hispanics and Asians (Figure 7). Between 2000 and 2003, of
the average annual growth of 296,000 people, about 230,000
(78 percent) were Hispanics and 54,000 (18 percent) were
Asians. Non-Hispanic Whites and African Americans together
accounted for only about four percent of the annual
population growth. Hence, between 2000 and 2003, the
share of non-Hispanic White population in the region
continued to decrease, from 40 to 37 percent, while the share
of Hispanic population continued to increase, from 41 to 43
percent. During 2002 and 2003, the non-Hispanic White
population share fell below a half for the first time in Orange
and Riverside counties, joining Imperial, Los Angeles and San
Bernardino counties. In 2003, only Ventura County had a non-
Hispanic White population share greater than half (55
percent). Also in 2003, the Asian population share was at
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Figure 7
Population Growth by Race and Ethnicity
(2000 - 2003 Annual Average)
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about 11 percent while the share of African American
population in the region dropped below 7 percent.

Finally, the median age of the population in the region
continued to rise, though at a slower pace than the rest of the
nation. Median age in the region increased from 30.7 in 1990
to 32.3 in 2000 and 33.1 in 2003. In terms of median age in
2003, the region continued to be younger than the state (34)
and the nation (36). The share of people 65 years and over
increased slightly from 9.6 to 9.7 percent between 2000 and
2003. Among the nine largest metropolitan regions in the
nation, the SCAG region continued to be the second youngest
in terms of median age, next to the Dallas region.



Between 2000 and 2003, the
SCAG region outperformed
other large metropolitan
regions in job growth but
with no improvement in
household income.

The Economy [&
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Employment

WHY IS THIS IMPORTANT?

The number, types and wage level of employment, in
large part, determine our region’s economic activities and
well-being. For example, income generated through
employment accounts for about 75 percent of the total
personal income in the region.’

How ARE WE DOING?

In 2003, the regional employment picture showed slight
improvements over the previous year (Figure 8). After losing
21,000 jobs (or 0.3 percent) in 2002, total wage and salary
jobs in the region increased by 14,000 (0.2 percent) during
2003. While the job losses in 2002 were significantly less than
the average annual losses of 150,000 during the recession
between 1991 and 1993, job increases in 2003 were also only
half of the gain of 30,000 jobs in 1994.
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While the region experienced slight job increases since 2001, the
rest of the state and the nation continued to suffer job declines.
Between 2002 and 2003, the rest of California lost almost 60,000
jobs while the nation lost 410,000 (Figure 9). The continued job
losses at the state and national levels in 2002 and 2003 occurred
while the national economy has been in an expansion mode since
the end of 2001, based on growth of Real Gross Domestic Product
(GDP) (Figure 10). After dropping from 3.7 percent in 2000 to

Figure 10
Real GDP 1998-2003, U.S.
(Percent Change from Previous Year)

0.5 percent in 2001, real GDP increased by 2.2 percent in 2002 E }
followed by an increase of 3.1 percent in 2003. Increase in real & 5
GDP stemmed from turn-around in business investment and
sustained growth in consumer spending. Business investment 1
expanded in 2003 after contracting in 2001 and 2002. Consumer
spending has continued to increase throughout the recession and 0 1998 1999 2000 2001 2002 2003
recovery. Real consumer spending has increased by more than 3
percent annually since 2001. Source: U.S.Bureau of Economic Analysis
Figure 9
Wage and Salary Employment (000)

2001-2002 2002-2003
County 1990 2000 2001 2002 2003 | Number Percent Number Percent
Imperial 44.9 50.4 50.0 50.8 53.0 0.8 1.6 2.2 4.3
Los Angeles 4,142.2 4,079.8 4,082.0 4,034.6 3,998.1 -47.4 -1.2 -36.5 -0.9
Orange 1,179.0 1,396.5 1,420.8 1,411.0 1,432.4 -9.8 -0.7 21.4 1.5
Riverside/San Bernardino 735.2 1,010.1 1,050.7 1,084.0 1,108.1 333 3.2 24.1 2.2
Ventura 247.0 294.3 299.0 301.0 304.0 2.0 0.7 3.0 1.0
SCAG Region 6,348.3 6,831.1 6,902.5 6,881.4 6,895.6 -21.1 -0.3 14.2 0.2
Rest of California 6,515.1 8,065.6 8,079.0 7,949.1 7,889.6 -129.9 -1.6 -59.5 -0.7
California 12,863.4 14,896.7 14,981.5 14,830.5 14,785.2 -151.0 -1.0 -45.3 -0.3
U.S. 109,403.0 | 131,785.0 | 131,826.0 | 130,341.0 | 129,932.0 |-1,485.0 -1.1 -409.0 -0.3

Source: California Employment Development Department, Council of Economic Advisers
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Several factors contributed to the divergence between healthy
increase in real GDP and weak job market at the national and
state levels. These include the uncertainty generated by the
war in lraq beginning in March 2003, significant productivity
increases, and increased scale of outsourcing. For example,
productivity growth in 2002 and 2003 was higher than 4.5
percent in contrast to the below 3 percent level between 1998
and 2001. These factors also affect the pace of job recovery
in the region.

The 0.2 percent rate of job growth in the region in 2003 was
in contrast to the losses in the rest of the state (-0.7 percent)
and the nation (-0.3 percent) (Figure 11). Between 2000 and
2003, Southern California performed better every year in job

Figure 11
Employment Change
(Annual Average)
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Source: California Employment Development Department;
Council of Economic Advisers
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growth rates relative to the rest of the state, the nation and
other large metropolitan regions.

The 2001 recession was centered on the information technology
and telecommunication industries. The SCAG region relies much
less on these industries than other large metropolitan regions,
particularly the San Francisco Bay Area and the Boston region. In
sharp contrast to the last recession when defense budget cuts hit
the region hardest with its high concentration of defense and
aerospace industries, the recent defense budget increase due to
the war in Iraq and homeland defense has played a positive role in
the region’s recovery. Accordingly, between 2000 and 2002, the
SCAG region and the Washington, DC region were the only two
regions achieving job growth among the nine largest metropolitan
regions in the nation (see Figure 72 page 109). During this period,
the San Francisco Bay Area lost almost a quarter million jobs (or 6
percent). In addition, the New York region, significantly impacted
by the September 11 terrorist attack, also lost more than 200,000
jobs (2 percent) during the two-year period. During 2003, except
for the SCAG region and the Washington, DC region, the other
seven largest metropolitan regions continued to lose jobs.

Within the region, every county increased its total number of
payroll jobs in 2003 except for Los Angeles County. After
losing 47,000 jobs (1.2 percent) in 2002, Los Angeles County
lost another 37,000 jobs (or 0.9 percent) in 2003 (Figure 9
page 23). Total jobs in Los Angeles County dropped below 4
million in 2003 and were still 140,000 below the level in 1990.
Job losses in Los Angeles County were concentrated in the
manufacturing, information, and government sectors.



In Orange County, after losing almost 10,000 jobs (or 0.7
percent) in 2002, total payroll jobs increased by 21,000 (or 1.5
percent) in 2003. More than half of the job increases in
Orange County occurred in the finance, insurance, and real
estate sector. There were also job gains in private education,
health services, and professional and business services. Those
job gains overcame the county’s continuing losses in
manufacturing and information sectors.

In 2003, job growth continued in the Inland Empire (Riverside
and San Bernardino counties) though at a lower level than in
the previous year. The Inland Empire experienced an increase
of 24,000 jobs (or 2.2 percent), substantially fewer than the
33,000 job increase (3.2 percent) during the previous period.
Nevertheless, the Inland Empire continued to be the leading
new-job generator in the region. Job increases in the Inland
Empire were concentrated in construction, professional and
business services, and retail trade, while the government
sector suffered some minor losses.

In Ventura County, total payroll jobs increased by 3,000 (or 1
percent) in 2003. Job growth in private education, health,
financial, and the construction sectors more than offset the
losses in manufacturing. Finally, Imperial County increased its
payroll jobs by 2,200 (or 4.3 percent), the highest rate of job
growth within the region. Almost 80 percent of the job
increases were in the agricultural sector. Among the non-
agricultural sectors, retail trade and transportation and
warehousing increased another 500 jobs.

Employment by Sector

WHY IS THIS IMPORTANT?

Different economic sectors have different levels of wages
as well as future growth potential in employment and

income. Composition of occupations also varies among
the different economic sectors. A more diversified
regional economy will be less vulnerable to turbulent
environments, such as recessions or disasters.

How ARE WE DOING??

In 2003, eight of the region’s twelve major economic sectors
experienced job increases. Only four sectors suffered job
losses: manufacturing, information, transportation, and
government. Except for the government sector, the other three
sectors with job losses are all export-oriented (Figure 12). As
discussed below, job losses occurred mostly in the
manufacturing sector, with more than 46,000 net job decline.

Figure 12
Employment Change by Selected Sectors
(2001-2003)
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The information sector was the second major source of job
losses, with about 12,000 (or 4.4 percent) in 2003. (This
sector incorporates communications, publishing and motion
picture production along with internet service providers.) More
than two-thirds of the 12,000 jobs lost were in the motion
picture and sound recording sector and in telecommunications.
The motion picture industry is still undergoing transition to
improve its competitiveness through cost reduction.

Among all the major economic sectors, the most significant change
occurred in the government sector. In 2002, the government sector
was the leading job generator in the region, adding more than
25,000 jobs (or 2.8 percent). However, in 2003, the government
sector suffered a loss of almost 10,000 jobs. Losses came almost
exclusively from local school districts that reduced their payroll
by 13,000 jobs in 2003 due to significant budget shortfalls. At
the end of 2003, the State of California had an accumulated
debt of over $22 billion. The on-going structural deficit at the
state level may continue to negatively impact the state and local
government employment level in the region.® The federal
government actually increased 1,600 jobs in the region in 2003.

In 2003, the sector with the most job gains was the financial
sector, including finance, insurance and real estate activities.
The financial sector increased 22,000 jobs, almost double its
performance in 2002. With mortgage interest rates at a 40-
year low, home sales and refinancing activities reached new
highs. For example, in 2003, the total number of sales of new
and existing homes in the region reached over 270,000, the
highest since 1990.* Almost half of the job increase in the
financial sector took place in Orange County.

More than 13,000 jobs were added to the health care sector in
2003. Most of the growth was in ambulatory care facilities rather
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than hospital employment. Nursing and residential care facilities
continued to post solid gains paralleling continued increase in the
region’s senior population. The hospitality and leisure sector
(including food services, hotels, etc) added almost 13,000 jobs to
the regional economy in 2003. The increase reflected the
continued recovery of the tourism industry, which was severely
impacted by the September 11, 2001 terrorist attack.

In 2003, the construction sector added almost 10,000 jobs,
rebounding significantly from the small loss of 1,700 during the
previous year. Residential construction continued to
be the primary driver of gains in construction jobs, with
2003 seeing the greatest number of building permits issued
since 1990. Non-residential construction, which typically lags
economic recovery, continued to have small job losses. The
retail trade sector increased more than 9,000 jobs. It benefited
from the expansion of regional auto dealerships aided by low
interest rates and manufacturers’ incentives. The private
education sector benefited to some extent from the budget
problems in public education, adding 7,700 jobs in 2003.

The wholesale trade and transportation and warehousing
sectors have particularly strong ties to the region’s foreign trade
activities. Transportation and warehousing includes truck, rail
and air transportation, couriers and messengers, support
services for transportation, and warehousing and storage.
Together, wholesale trade and transportation and warehousing
constitute the logistics industry in the region. Though they did
not perform particularly well in the last two years, between 1993
and 2003 these two sectors increased total jobs from 488,000
to 581,000. Due to the projected significant increase in foreign
trade, total jobs in these two sectors are estimated to increase
another 120,000 over the next 10 years.’



MANUFACTURING SECTOR

In 2003, the region lost 46,000 (or 5.2 percent) manufacturing
jobs, however, declines were much less than the 66,000 job
loss (7 percent) in 2002. The manufacturing sector in
Southern California lost an average of 60,000 jobs per year
between 1991 and 1993 (Figure 13). After some recovery
from 1994 to 1998, it began to decline again. In 2003, the
rate of manufacturing job losses in the region at 5.2 percent
was higher than that of the nation at 4.3 percent. Among the
46,000 manufacturing jobs lost in 2003, 35,000 were in Los
Angeles County and almost 9,000 were in Orange County.
Losses in